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SUMMARY  OF  RECOMMENDATIONS 

This  listing  serves  as  a  means  of  summarizing  the  recommendations  contained  in  the 
report  and  the  audited  agency's  reply. 
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Recommendation  #1 
TRD: 


A.  Comply  with  applicable  state  policies 
concerning  transaction  support  and 
recording. 

Agency  Response:   Concur.   See  page  16. 

B.  Establish  a  procedures  manual  specific 
to  its  operations  to  ensure  use  of 
consistent  accounting  procedures. 

Agency  Response:   Concur.   See  page  16. 


Recommendation  #2 
TRD: 

A.  Require  the  actuary  to  report  on  the 
actuarial  soundness  of  the  retirement 
system. 

Agency  Response:   Concur.   See  page  16. 

B.  Comply  with  state  records  retention 
policies. 

Agency  Response:   Concur.   See  page  16. 


INTRODUCTION 

We  performed  a  financial-compliance  audit  of  the  Teachers'  Retirement 
Division  for  the  two  fiscal  years  ended  June  30,  1988.  The  audit  objectives  were  to: 

1.  Determine  if  the  financial  schedules  present  fairly  the  results  of  the 
division's  operations  for  the  two  fiscal  years  ended  June  30,  1988. 

2.  Determine  the  division's  compliance  with  applicable  laws  and  regula- 
tions. 

3.  Recommend  improvements  in  the  division's  management  and  internal 
controls. 

This  report  contains  two  recommendations  to  the  division.  These  recommen- 
dations address  areas  where  the  division  can  improve  internal  controls,  compliance 
with  laws  and  regulations,  and  financial  reporting.  In  accordance  with  section 
5-13-307,  MCA,  we  analyzed  and  disclosed  the  cost,  if  significant,  of  implementing 
the  recommendations  contained  in  this  report.  Other  areas  of  concern  deemed  not 
to  have  a  significant  effect  on  the  successful  operations  of  the  division  are  not 
specifically  included  in  this  report,  but  have  been  discussed  with  the  administrator 
and  his  staff.   There  were  no  recommendations  from  the  previous  audit. 

BACKGROUND 

The  Montana  Teachers'  Retirement  System,  established  by  state  law  in  1937, 
currently  has  more  than  15,000  active  members  and  1,000  vested  inactive  members. 
Approximately  6,200  retirees  or  their  beneficiaries  received  retirement,  disability,  or 
survivor  benefits  in  June  1988. 

A  si.x-member  retirement  board  governs  the  retirement  system.  The 
responsibilities  of  the  board  include,  but  are  not  limited  to,  the  following: 

1.  Establishing  rules  and  regulations  necessary  for  the  proper  adminis- 
tration and  operation  of  the  retirement  system. 

2.  Determining  the  eligibility  of  a  person  who  is  applying  for  member- 
ship in  the  system. 

3.  Granting  retirement,  disability,  and  other  benefits  under  the  pro- 
visions of  Title  19,  chapter  4,  MCA. 

4.  Designating  an  actuary  to  provide  consultation  on  the  technical  actu- 
arial aspects  of  the  retirement  system. 

Membership  in  the  retirement  system  is  compulsory  for  all  full-time  members 
of  the  teaching  profession,  except  employees  of  the  Montana  University  System. 
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Chapter  494,  Laws  of  1987,  gave  the  Board  of  Regents  the  authority  to  establish  an 
optional  retirement  system  for  members  of  the  Montana  University  System,  effective 
July  1,  1987.  During  fiscal  year  1987-88,  approximately  400  members  of  the 
Teachers'  Retirement  System  withdrew  and  enrolled  in  the  optional  retirement 
system.  Substitute  teachers  may  become  a  member  of  the  retirement  system  on  the 
first  day  of  employment  in  any  fiscal  year  and  must  become  an  active  member  on  the 
thirty-first  day  of  employment  in  any  fiscal  year. 

The  retirement  system  is  funded  by  contributions  from  active  members  and 
their  employers,  and  by  earnings  on  the  system's  investments.  Active  members' 
contributions  consist  of  7.044  percent  of  their  earned  compensation,  while  employers 
contribute  7.428  percent  of  the  earned  compensation  of  each  member  employed. 
Under  current  state  and  federal  regulations,  the  employer  picks  up  and  pays  the 
employee's  contribution.  Therefore,  the  employee  pays  no  income  tax  on  the 
contributions  until  benefits  are  drawn  against  them.  The  Montana  Board  of 
Investments  invests  assets  of  the  system  in  the  various  securities  permitted  by  law. 

The  Teachers'  Retirement  Division  contracts  for  a  biennial  actuarial  valuation 
of  the  retirement  system.  The  system's  actuary  completed  the  most  recent  valuation 
as  of  July  1,  1987.  The  purpose  of  the  valuation  was  to  determine  the  financial 
position  of  the  fund,  the  normal  cost,  and  the  unfunded  accrued  liability  based  upon 
present  and  prospective  assets  and  liabilities  of  the  system.  The  actuary  used  the 
entry  age  normal  cost  funding  method  in  the  valuation.  The  results  of  the  actuary's 
July  1,  1987  valuation  indicate  the  system  was  funded  on  an  actuarially  sound  basis. 
The  unfunded  accrued  liability  was  $586,200,249  as  of  July  30,  1987.  The 
amortization  period  for  the  current  unfunded  liability  was  36.47  years  at  July  1,  1987, 
according  to  the  actuary.  At  July  1,  1985  the  amortization  period  for  the  unfunded 
liability  was  37.55  years. 

The  method  utilized  in  the  July  1,  1987  valuation  is  commonly  used  for 
valuations  to  determine  the  soundness  of  a  system,  but  does  not  provide  for  the 
disclosure  requirements  under  Governmental  Accounting  Standards  Board  (GASB) 
Statement  #5.  Therefore,  an  update  to  the  July  1,  1987  valuation  was  prepared  as  of 
June  30,  1988  using  the  required  projected  unit  credit  actuarial  cost  method.  This 
method  provides  for  the  calculation  of  a  pension  benefit  obligation,  a  portion  of 
which  is  unfunded.  The  unfunded  pension  benefit  obligation  was  $438,001,779  as 
of  June  30,  1988.  In  the  future  each  valuation  will  also  include  a  supplemental  report 
which  addresses  GASB  #5  requirements. 


ACCOUNTING  ISSUES 

During  the  audit  we  noted  various  accounting  errors  which  resulted  in 
misstatements  of  the  Teachers'  Retirement  Division's  (TRD)  financial  schedules.  As 
discussed  further  in  the  summary  section  below,  these  errors  were  attributable  to 
turnover  in  personnel.  The  following  three  sections  address  the  issues,  one  of  which 
resulted  in  a  $2,518,550  overstatement  of  accounts  receivable  and  revenue  on  the 
June  30,  1988  financial  schedules  and  further  resulted  in  a  qualification  in  the 
opinion  on  the  financial  schedules. 

Fiscal  Year-end  Cash  Cutoff  Accounts 

Under  state  accounting  policies,  state  agencies  may  pay  valid  obligations  and 
receive  cash  relating  to  the  previous  fiscal  year  during  the  July  fiscal  year-end 
period.  These  transactions  would  normally  cause  an  increase  or  decrease  in  the  cash 
account,  which  would  result  in  a  misstatement  of  the  balance  sheet  as  of  June  30.  To 
avoid  this  type  of  misstatement,  the  Accounting  Division  of  the  Department  of 
Administration  created  cash  cutoff  accounts  for  use  in  most  transactions. 

During  our  review  of  the  fiscal  year-end  cash  cutoff  accounts,  we  noted  that 
TRD  utilized  these  accounts  improperly  by  miscoding  documents  during  the  fiscal 
year-end  period.  This  resulted  in  accounts  receivables  and  accrued  expenditures 
being  overstated  by  $378,661  at  June  30,  1988. 

Establishing  Accounts  Receivable 

TRD  used  specific  procedures  during  the  fiscal  year  1987-88  adjustment 
period,  from  July  1  to  July  20,  to  record  the  contributions  related  to  June  payroll. 
Upon  receipt  of  the  billing  reports  containing  employee/employer  contributions,  the 
TRD  accountant  prepared  a  collection  report,  and  deposited  the  money  at  the 
Treasury  Bureau  of  the  Department  of  Administration.  On  the  last  day  of  the  fiscal 
year-end  period,  the  TRD  accountant  summed  the  total  of  these  collection  reports 
and  recorded  revenue  and  accounts  receivable  on  the  accounting  records. 

Due  to  these  procedures  and  a  change  in  personnel,  the  contributions  on  a 
number  of  billing  reports  received  during  the  fiscal  year-end  period  were  recorded 
as  revenue  twice,  once  when  received  and  again  when  accumulated  with  the  collec- 
tion reports  which  were  totaled  to  establish  the  accounts  receivable.  This  resulted 
in  accounts  receivable  and  revenue  being  overstated  by  $2,518,550  on  the  June  30, 
1988  financial  schedules. 

To  eliminate  this  problem  TRD  should: 


1.  Utilize  the  fiscal  year-end  cash  cutoff  accounts  discussed  in  the 
previous  section,  when  preparing  the  collection  reports. 

2.  Estimate  and  record  accounts  receivable  for  reports  not  received  by 
the  end  of  the  fiscal  year-end  period. 

State  law  requires  that  financial  records  shall  be  in  accordance  with  generally 
accepted  accounting  principles  (GAAP).  The  cash  cutoff  accounts  were  established 
to  ensure  the  financial  records  comply  with  GAAP. 

Inadequate  Documentation  Trail 

During  our  testing  at  TRD  we  noted  several  instances  where  documents  had 
no  support  or  the  support  was  difficult  to  find.  In  one  instance,  we  could  not 
determine  whether  the  expenditure  should  be  recorded  as  a  prior  year  adjustment  or 
current  year  expenditure.  We  also  noted  that  member  transfers,  from  the  Teachers' 
Retirement  System  to  the  Public  Employees'  Retirement  System,  were  not  adequately 
supported.  Upon  our  request,  TRD  personnel  recreated  the  support  for  these 
transactions.   State  policy  requires  adequate  support  for  documents  processed. 

In  addition,  we  noted  several  instances  where  TRD  marked  a  document  with 
one  fiscal  year  but  did  not  submit  the  document  to  be  processed  until  the  next  fiscal 
year.  Management  Memos  2-87-5  and  2-88-7  require  agencies  to  ".  .  .  Note  the 
fiscal  year  to  which  a  document  relates  on  the  top  of  each  document  to  ensure 
accurate  processing  during  the  FYE  adjustment  period."  TRD  personnel  filed  these 
documents  according  to  the  fiscal  year  marked  on  the  document,  not  the  year  pro- 
cessed. Due  to  the  turnover  in  personnel,  it  was  difficult  for  new  personnel  to 
determine  what  adjustments  had  been  made  to  the  accounting  records  and  whether 
any  remained  to  be  made.  Misfiling  documents  could  result  in  unnecessary  and 
erroneous  adjustments  and  could  also  adversely  impact  TRD's  compliance  with 
records  retention  policies;  documents  could  be  disposed  of  earlier  than  they  should 
be. 

Summary 

During  the  past  eight  years,  TRD  has  hired  four  different  accountants.  The 
transition  between  accountants  has  been  difficult  since  TRD  does  not  maintain 
written  accounting  procedures  specific  to  its  operations.  Many  of  the  errors  we  noted 
resulted  from  this  turnover.  It  is  important  that  an  incoming  accountant  easily 
identify  and  follow  established  agency  procedures.  TRD  should  prepare  a  procedures 
manual  to  ensure  established  retirement  system  accounting  procedures  are  followed 


and  transactions  are  properly  recorded  in  the  correct  fiscal  year.  A  procedures 
manual  would  also  facilitate  a  new  accountant's  understanding  of  work  that  was 
previously  performed. 

RECOMMENDATION  #1 
We  recommend  TRD: 

A.  Comply  with  applicable  state  policies  concerning  transaction  support 
and  recording. 

B.  Establish  a  procedures  manual  specific  to  its  operations  to  ensure  use 
of  consistent  accounting  procedures. 

ACTUARIAL  VALUATION 

We  reviewed  the  actuarial  valuation  performed  for  the  Teachers'  Retirement 
System  as  of  July  1,  1987  and  noted  the  following  areas  of  concern. 

During  our  review  of  the  July  1,  1987  actuarial  valuation  we  noted  that  the 
actuary  did  not  specifically  state  in  the  report  whether  or  not  the  retirement  system 
was  funded  on  an  actuarially  sound  basis.  However,  the  actuary  did  tell  us  the 
retirement  system  was  actuarially  sound.  The  National  Actuary  Association  requires 
a  statement  addressing  the  soundness  of  the  system  since  this  is  the  primary  purpose 
of  a  valuation.  Therefore,  TRD  should  require  in  the  contract  that  the  actuary 
include  this  statement  in  the  report. 

TRD  provided  to  the  actuary  two  electronic  data  processing  tapes  which 
include  all  information  on  active  and  retired  members  as  of  July  I,  1987.  The 
actuary  did  not  retain  the  original  active  tape.  The  actuary  attempted  to  recreate  the 
tape  in  its  original  form  for  our  testing  purposes.  During  our  field  work  we  noted 
that  the  number  of  records  on  the  actuary's  tape  did  not  match  the  number  of  records 
on  TRD's  tape.  We  agreed  information  contained  in  the  actuary's  report  to  the  total 
of  various  fields  from  the  tape  and  from  the  Statewide  Budgeting  and  Accounting 
System  (SBAS)  and  it  appears  that  the  information  used  by  the  actuary  to  determine 
the  soundness  of  the  system  was  complete.  However,  we  could  not  perform  detailed 
testing  of  the  accuracy  of  the  data  provided  to  the  actuary. 

We  were  unable  to  test  the  completeness  of  the  fiscal  year  1986-87  retired 
members  tape  since  TRD  did  not  retain  a  copy.  The  Montana  Operations  Manual 
section  1-0890.14  requires  these  records  be  retained  for  four  years.  According  to 
agency  personnel,  TRD  requested  that  the  Information  Service  Division  (ISD)  of  the 
Department  of  Administration  archive  the  tape,  but  instructions  were  not  followed. 


TRD  is  responsible  for  retaining  its  records  in  accordance  with  state  policy. 
Personnel  should  review  the  archive  listing  provided  by  ISD  to  ensure  instructions 
have  been  followed.  TRD  did  retain  copies  of  the  retired  and  active  members  tapes 
for  fiscal  year  1987-88. 

RECOMMENDATION  #2 
We  recommend  TRD: 

A.  Require  the  actuary  to  report  on   the  actuarial  soundness  of  the 
retirement  system. 

B.  Comply  with  state  records  retention  policies. 


INDEPENDENT  AUDITOR'S  REPORT 
AND  AGENCY  FINANCIAL  SCHEDULES 


SUMMARY  OF  AUDIT  OPINION 

We  issued  a  qualified  opinion  on  the  Teachers'  Retirement  Division's  Schedule 
of  Assets,  Liabilities,  and  Fund  Balance  and  Schedule  of  Revenues,  Expenses,  and 
Changes  in  Fund  Balance  for  the  two  fiscal  years  ended  June  30,  1988.  This  qualified 
opinion  means  that,  because  of  the  accounting  errors  for  accounts  receivable  and 
investment  earnings,  the  reader  should  consider  the  effects  of  the  errors  when  using 
the  financial  information  presented. 
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INDEPENDENT  AUDITOR'S  REPORT 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  financial  schedules  of  the  Teachers' 
Retirement  Division  (TRD)  for  each  of  the  two  fiscal  years  ending  June  30,  1987  and 
1988,  as  shown  on  pages  10  through  15.  The  information  contained  in  these  sched- 
ules is  the  responsibility  of  the  division's  management.  Our  responsibility  is  to 
express  an  opinion  on  those  financial  schedules  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  stan- 
dards. Those  standards  require  that  we  plan  and  perform  the  audit  to  obtain  reason- 
able assurance  about  whether  the  financial  schedules  are  free  of  material  misstate- 
ment. An  audit  includes  examining,  on  a  test  basis,  evidence  supporting  the  amount 
and  disclosures  in  the  financial  schedules.  An  audit  also  includes  assessing  the 
accounting  principles  used  and  significant  estimates  made  by  management,  as  well 
as  evaluating  the  overall  financial  schedules  presentation.  We  believe  that  our  audit 
provides  a  reasonable  basis  for  our  opinion. 

As  described  in  Note  1,  these  financial  schedules  are  prepared  in  accordance 
with  state  accounting  policy  and  are  not  intended  to  be  a  presentation  in  conformity 
with  generally  accepted  accounting  principles. 

TRD  erroneously  corrected  an  investment  earnings  accrual  during  fiscal  year 
1986-87.  This  resulted  in  an  overstatement  of  current  year  revenue  and  prior  year 
revenue  by  $7,290,694  for  fiscal  year  1986-87.  These  errors  have  no  effect  on  fund 
balance  at  June  30,  1987  or  June  30,  1988. 

TRD  recorded  several  employee/employer  contribution  billing  reports  twice 
during  the  fiscal  year-end  1987-88  period.  This  resulted  in  an  overstatement  of 
accounts  receivable  and  revenue  by  $2,518,550  on  the  fiscal  year  1987-88  financial 
schedules. 


In  our  opinion,  except  for  the  effects  of  the  matter  described  in  paragraphs 
four  and  five,  the  financial  schedules  referred  to  above  present  fairly  the  results  of 
operations  and  changes  in  fund  balance  of  the  Teachers'  Retirement  Division  for 
each  of  the  two  fiscal  years  ended  June  30,  1987  and  1988,  in  conformity  with  the 
basis  of  accounting  described  in  Note  1. 

Respectfully  submitted. 


y  suomitiea,      ^^ 


imes  Gillett,  CPA 
Deputy  Legislative  Auditor 


December  15,  1988 


TEACHERS'  RETIREMENT  DIVISION 

SCHEDULE  OF  ASSETS.  LIABILITIES.  AND  FUND  BALANCE 

PENSION  TRUST  FUND 

FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30.  1988 


1988 


1987 


ASSETS: 

Cash 

Accounts  Receivable 

Investment  (net) 

Deferred  Losses  (Note  1) 

Land  and  Buildings 

Less:   Accumulated 

Depreciation  on  Buildings 

Equipment 

Less:   Accumulated 

Depreciation  on  Equipment 

Intangible  Assets 
TOTAL  ASSETS 


$ 

757,862 

$ 

572,905 

16 

,291,649 

13 

,997,561 

539 

,270,691 

484 

,483,739 

6 

,069,146 

5 

,266,230 

193,844 

193,844 

(68,373) 

(64,610) 

60,747 

51,480 

(23,575) 

(21,108) 

5.469 

-0- 

$562.557.460    $504.480.041 


LIABILITIES  AND  FUND  BALANCE: 
Accounts  Payable 
Accrued  Expenditures 
Property  Held  in  Trust 
Compensated  Absences 
Total  Liabilities 

Fund  Balance 

TOTAL  LIABILITIES  AND  FUND  BALANCE 


753,086 

407,634 

43,204 

21.569 


1, 

,225 

,493 

561. 

,331 

,967 

$562, 

,557 

.460 

823,834 
42,052 

(12,980) 
34.522 


887.428 


503.592.613 
$504.480.041 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Account- 
ing System.  Additional  information  is  provided  in  the  notes  to  the 
financial  schedules  on  pages  12  through  15. 
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TEACHERS'  RETIREMENT  DIVISION 

SCHEDULE  OF  REVENUES.  EXPENSES.  AND  CHANGES  IN  FUND  BALANCE 

PENSION  TRUST  FUND 

FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30.  1988 


1988 


1987 


Revenues 

Employee  Contributions  $  28,800,383  $  28,883,825 

Employer  Contributions  28,103,093  28,401,842 

TIAA-CREF  Contributions  221,395^  -0- 

Investment  Income  and  Dividends  51 . 566 .038  55 . 985 . 737 

Total  Revenue  108.690.909  113.271.404 


Expenses 
Benefits 
Refunds 

Administration 
Depreciation  Expenses 
Total  Expenses 

Excess  Revenues  over  Expenses 

Other  Sources 

Transfers  In 
Excess  Revenues  over  Expenses 

and  Other  Sources 

Beginning  Fund  Balance 
Prior  Year  Adjustments 

Ending  Fund  Balance 


44,001,290 

6,994,555 

435,404 

8.379 


51 

,439, 

,628 

57 

,251, 

,281 

165, 

,812 

57,417,093 

503,592,613 
322.261 

$561.331.967 


40,292,222 

4,807,516 

450,330 

6.693 


45,556, 

,761 

67.714, 

,64  3 

54, 

,270 

67,768,913 

443,408,840 
('7.585.140)'^ 

$503.592.613 


^  See  Note  3  on  page  14. 
'  See  Note  6  on  page  15. 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Account- 
ing System.  Additional  information  is  provided  in  the  notes  to  the 
financial  schedules  on  pages  12  through  15. 
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TEACHERS'  RETIREMENT  DIVISION 

NOTES  TO  THE  FINANCIAL  SCHEDULES 

TWO  FISCAL  YEARS  ENDED  JUNE  30.  1988 

1.  SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

The  following  is  a  summary  of  significant  accounting  policies  for  the 
Teachers'  Retirement  Division. 

Basis  of  Presentation 

The  financial  schedules  are  prepared  from  the  Statewide  Budgeting  and 
Accounting  System  (SBAS)  without  adjustments.  Accounts  are  organized  on  the  basis 
of  funds  according  to  state  law.   The  following  funds  are  used  by  the  division: 

Trust  Funds  -  A  trust  fund  is  used  to  account  for  assets  held  by  the  division 
in  a  trustee  capacity.  The  Pension  Trust  Fund  is  a  trust  fund  used  to  account 
for  the  Teachers'  Retirement  System.  The  Fullam  Trust  Fund  is  a  teacher's 
estate  bequest  to  the  Teachers'  Retirement  System.  This  trust  is  recorded  on 
SBAS  in  the  E.xpendable  Trust  Fund.  Because  the  Fullam  Trust  Fund  was 
bequeathed  to  the  Teachers'  Retirement  System,  it  is  included  in  the  Pension 
Trust  Fund  for  financial  reporting  purposes. 

Basis  of  Accounting 

The  Teachers'  Retirement  Division  uses  the  accrual  basis  of  accounting. 
Under  the  accrual  basis  of  accounting,  revenue  is  recorded  when  earned,  and  an 
expense  is  recorded  when  incurred.  Expenses  are  incurred  during  an  accounting 
period  when  a  valid  obligation  exists  except  for  the  following  items  which  are  also 
considered  valid  obligations  under  state  accounting  policy. 

If  the  appropriation  provided  funds  to  complete  a  given  project,  the 
entire  amount  of  a  service  contract  may  be  accrued  even  though  the 
services  are  rendered  in  fiscal  years  subsequent  to  the  fiscal  year  in 
which  the  expense  is  accrued. 

The  anticipated  cost  of  equipment  is  expensed  in  the  fiscal  year  in 
which  the  purchase  order  is  issued. 

Goods  ordered,  but  not  received  as  of  the  fiscal  year-end,  may  be 
accrued  if  the  purchase  order  was  issued  in  the  fiscal  year  in  which 
the  anticipated  expense  is  to  be  accrued. 
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Vacation  and  Sick  Leave 

Division  employees  accumulate  both  vacation  and  sick  leave.  Employees  are 
paid  for  100  percent  of  unused  vacation  and  25  percent  of  unused  sick  leave  hours 
upon  termination.  Expenditures  for  compensated  absences  currently  are  absorbed  in 
the  annual  operating  costs  of  the  division. 

Valuation  of  Investments 

Investments  are  stated  at  cost.  Federal  and  corporate  securities  included  in 
the  division's  investments  are  increased  by  the  amount  of  unamortized  bond 
premiums  and  decreased  by  unamortized  bond  discounts. 

Market  value  of  the  division's  investments  was  $555,662,500  and  $598,8 1 7,903 
at  June  30,  1987  and  1988,  respectively. 

Losses  on  Bond  Swaps 

The  deferral  and  amortization  method  was  used  for  accounting  for  gains  and 
losses  on  bond  swaps.  The  unamortized  deferred  gains  or  losses  are  written  off  over 
the  life  of  either  the  bond  sold  or  acquired,  whichever  is  less.  The  division  had  net 
unamortized  deferred  losses  in  fiscal  year  1986-87  of  $5,266,230  (unamortized 
deferred  gains  of  $6,462,024  less  unamortized  deferred  losses  of  $11,728,254)  and 
$6,069,146  (unamortized  deferred  gains  of  $6,623,913  less  unamortized  deferred 
losses  of  $12,693,059)  in  fiscal  year  1987-88. 

2.         DESCRIPTION  OF  PLAN 

The  Teachers'  Retirement  System  is  a  defined  benefit  plan  that  covers  all 
full-time  teachers  in  the  state  of  Montana  except  Montana  University  System 
employees  who  choose  an  optional  retirement  system.  Substitute  teachers  may 
become  a  member  of  the  retirement  system  on  the  first  day  of  employment  in  any 
fiscal  year  and  must  become  an  active  member  on  the  thirty-first  day  of  employment 
in  any  fiscal  year.  The  employee's  contribution  to  the  plan  is  7.044  percent  of  salary 
and  is  made  pursuant  to  section  414(h)(2)  of  the  Federal  Internal  Revenue  Code  of 
1954,  as  amended  and  applicable  on  July  1,  1985.  The  employer  picks  up  and  pays 
the  contributions  for  the  member  and  remits  them  to  the  retirement  system  to  be 
credited  to  the  employee's  individual  account.  Therefore,  the  employee's 
contributions  are  tax  deferred  until  such  time  as  he/she  begins  receiving  benefits 
from  those  contributions.  The  employer  pays  an  amount  equal  to  7.428  percent  of 
the  employee's  salary  to  the  retirement  system. 
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A  detailed  description  of  the  Teachers'  Retirement  System  plan  can  be  found 
in  Title  19,  chapter  4,  of  the  Montana  Code  Annotated,  and  in  the  Montana  Teachers' 
Retirement  System  Handbook  of  Information  available  upon  request  from  the 
Teachers'  Retirement  Division,  1500  Sixth  Avenue,  Helena,  Montana  59620. 

3.  OPTIONAL  RETIREMENT  SYSTEM 

Chapter  494,  Laws  of  1987,  gave  the  Board  of  Regents  the  authority  to 
establish  an  optional  retirement  system  for  members  of  the  Montana  University 
System,  effective  July  1,  1987.  During  fiscal  year  1987-88,  approximately 
400  members  of  the  Teachers'  Retirement  System  withdrew  and  enrolled  in  an 
optional  retirement  system.  Teachers'  Insurance  and  Annuity  Association  -  College. 
Retirement  Equities  Fund  (TIAA-CREF).  This  accounts  for  approximately 
$2  million  of  the  refunds  and  approximately  $500,000  in  lost  employee/employer 
contributions  reflected  in  the  financial  schedules.  The  employer  contributions  for 
these  individuals  were  divided  between  TIAA-CREF  and  the  Teachers'  Retirement 
System  in  accordance  with  state  law. 

4.  UNFUNDED  ACCRUED  LIABILITY 

The  method  of  funding  employed  in  the  actuarial  valuation  of  the  retirement 
systems  as  of  July  1,  1987,  is  commonly  referred  to  as  the  entry  age  normal  cost 
method.  This  method  establishes  a  normal  cost  of  the  system,  as  well  as  an  unfunded 
percentage  of  total  salaries  required  to  fund  the  benefits,  assuming  this  percentage 
had  been  contributed  since  each  member's  entry  into  the  system. 

The  unfunded  accrued  liability  represents  the  excess  of  the  present  value  of 
total  liabilities  over  the  present  value  of  total  assets  of  the  system  and  the  present 
value  of  expected  future  contributions  for  normal  costs.  The  unfunded  accrued 
liability  calculated  by  the  system's  actuary  was  $586,200,249  as  of  June  30,  1987. 
The  amortization  period  of  the  unfunded  liability  was  determined  to  be  36.47  years. 

The  results  of  the  July  1,  1987  valuation  indicated  the  system  was  funded  on 
an  actuarially  sound  basis.  This  means  that  the  present  employee/employer  contribu- 
tion rate  is  sufficient  to  fund  the  unfunded  liability  and  the  benefits  as  they  accrue. 

A  supplement  to  the  July  1,  1987  valuation  was  prepared  as  of  June  30,  1988 
in  order  to  comply  with  Governmental  Accounting  Standards  Board  (CASE) 
Statement  #5  disclosure  requirements.  The  system's  actuary  utilized  the  projected 
unit  credit  actuarial  cost  method,  as  required  by  GASB  #5,  to  calculate  the  unfunded 
pension  benefit  obligation  of  $438,001,779. 
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5.  ACTUARIAL  ASSUMPTIONS 

The  actuarial  review  found  no  significant  changes  which  would  warrant  a 
modification  of  the  actuarial  assumptions.  A  change  has  been  made  in  the  basis  for 
disability  rates.  The  new  basis  is  the  1983  Disability  Table  as  published  in  the 
Transactions  of  the  Society  of  Actuaries,  Volume  XXXV. 

6.  PRIOR  YEAR  ADJUSTMENTS 

The  division  recorded  $7,585,140  of  prior  year  adjustments  in  fiscal  year 
1986-87.  Errors  in  recording  the  investment  earnings  accrual  for  fiscal  year  1984-85 
account  for  $7,290,694  of  the  balance.  There  is  no  effect  on  fund  balance  at 
June  30,  1987  or  June  30,  1988. 
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AGENCY  RESPONSE 


HECEiVED 


TEACHERS'  RETIREMENT  SYSTEM 


ISOO  SIXTH  AVENUE 

HELENA,  MONTANA  S9620-0139 


(406)  444-3134 


>.:.:.:  ■  •  i989 

STAN  STEPHENS,  GOVEHNOH 


STATE  OF  MONTANA' 


DAVID  L.  SENN,  EXECUTIVE  SECRETARY 


MARY  L.  HARRINGTON,  ASST  EXECUTIVE  SECRETARY 


March  31,  1989 


Scott  A.  Seacat 
Legislative  Auditor 
Room  13  5 
Capitol  Building 

Dear  Mr.  Seacat: 

The  following  is  our  response  to  your  recommendations  contained 
in  the  audit  of  the  Teachers'  Retirement  System  for  the  two 
fiscal  years  ending  June  30,  1988. 


RECOMMENDATION  1 


RECOMMENDATION  2. 


The  Teachers'  Retirement  Board  concurs. 
During  the  past  eight  years  The  Teachers' 
Retirement  Division  has  hired  four  different 
accountants  and  the  position  has  been 
reviewed  by  the  state  classification  bureau 
several  times.  Within  the  last  year  the 
position  has  been  reclassified  from  Grade  13 
to  Grade  14.  Errors  contributable  to 
turnover  in  personnel  can  only  be  corrected 
by  retaining  qualified  personnel  at  a  salary 
beyond  that  of  an  entry  level  accountant. 
The  Teachers'  Retirement  Division  has  begun 
work  on  a  procedures  manual  specific  to  our 
operations  that  will  insure  compliance  with 
applicable  state  policies  concerning 
transaction  support  and  recording. 

The  Teachers'  Retirement  Board  concurs.  The 
current  contract  for  actuarial  services 
expires  June  30,  1989.  When  this  contract  is 
renegotiated,  provisions  will  be  included  to 
require  that  the  actuary  report  on  the 
actuarial  soundness  of  the  Retirement  System. 
The  programs  which  generate  the  magnetic 
tapes  for  actuarial  valuations  were  changed 
in  July  of  1988  to  comply  with  state  record 
retention  policies.  In  the  future  contracts 
for  actuarial  services  will  also  require  that 
the  actuary  maintain  copies  of  the  electronic 
data  processing  tapes  provided. 
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■AN  EQUAL  OPPORTUNITY  EMPLOYER  ' 


Scott  Seacat 

Page  2. 

March  31,  1989 

We  wish  to  thank  the  audit  supervisor  and  staff   for  the 
professional  manner  in  which  the  audit  was  conducted. 


Sincerely, 


David  L.  Senn 
Executive  Secretary 

DLS/dm 
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